STATE OF IOWA
FPROPERTY ASSESSMENT APPEAL BOARD

River Park Apartments LLC,
Petitioner-Appellant, ORDER

Vv, Docket No, 11-78-0186

Parcel No. 7544 33 126 002
Pottawattamie County Board of Review,
Respondent-Appellee.

On January 30, 2012, the above captioned appeal came on tor hearing before the Property
Assessment Appeal Board, The appeat was conducted under Jowa Code section 441.37A(2) and Towa
Administrative Code rules 701-71.21(1) et al. The Appellant, River Park Apartments LL.C, (River
IPark) was represented by Deborah A. Davis of Strategic Tax Services, Inc.. Chicago. lllinois. The
Pottawattamie County Beard of Review was represented by Assistant County Attorney Leanne A.
Gifford. The Appeal Board having reviewed the record. heard the testimony. and being tully advised.
finds:

Findings of Fact

River Park 1s the owner of a commercially classificd apartment building located at 103 8§ 38th
Street. Council Blufts. Iowa. The complex was built in 2007 and is comprised of eleven buildings with
190 total units. [tas situated on a 10.91 acre site. All of the buildings were built with similar gquality
materials and all are rated as normal condition. The buildings, with the exception of the bathhouse.

teature balconies, covered patios, and/or breezeways. The complex includes an 800 squarc-foot
swimming pool. It has 113,000' square feet of paving (mix of concrete and asphalt). Additionally,

there are eleven garage buildings with a total of eightv-two stalls. The apartment buildings include

' The property record card indicates 113,000 square-feet of paved parking. one of the appraisals in the record indicates
approximately 260,000 square-teet of paved parking. and the second appraisal in the record indicates “'adequate surface
parking.” One appraisal indicates 244 surface parking spaces. while the second appraisal estimated 222 surface parking
Spaces.



sixty attached garage stalls. The following chart is a breakdown of the size ot the buildings and their

LIS,
Gross
SF/Bidg”® Total SF | Units/Bldg | Total Units
 Buildings 1-5 13,960 69,800 16 | 80

Building 6 19,953 19,953 16 16
Building 7 21,506 21,506 | 22 22 |
Buildings 8 & 9 22,980 45,960 22 44
Building 10 5,034 5,034 6 6
Building 11 18,880 18,880 22 22
Bathhouse 408 408

Totals 181,541 190

River Park protested to the Pottawattamic County Board of Review regarding the 2011
assessment of $12.000.000. which was allocated as follows: $875.000 in land value and $11,125.000 in
improvement value. River Park’s claim was bascd on (wo grounds: 1) the assessment was not
equitable as compared with the assessments of other ike property under lowa Code section
441.37(1 }a): and 2) the subject property 1s assessed for more than the value authorized by law under
section 44 1.37(1)(b}. Tt asserted the correct value was $10.962.000. allocated as $875.000 to the land
and $10.087.000 10 the improvements,

The Board of Review denied the protest.

River Park then appealed to this Board reasserting 1ts claims. Although River Park asserted a
claim of equity. 1ts evidence and testiimony al hearing was entirely regarding its claim ot over-
assessment.

Both River Park and the Board ol Review submitted appraisals in support ol their positions.

River Park submitted an appraisal competed by David Mark Nelson, an appraisal consultant
with Roy R. Fisher. Inc.. Davenport. lowa. Nelson’s appraisal ol the subject property had an effective

date of January 1. 2011, Nelson also testificd for River Park at hearing. Nelson concluded a total

" Gross building arca includes all common areas. varage and storage areas. It does not include balconies, pativs or
brevzewas s,
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value of $11.700.000, including $600,000 tor personal property. Nelson™s total value opinion ot the
real property is $11.100.000.

Nelson developed the sales comparison and income approaches to value. He did not develop
the cost approach to value,

The sales comparison approach considered eight propertics: six were iocated 1n [owa in
Council Bluffs, Cedar Rapids, Coralville, and West Des Moines, and two were located in Omaha,
Ncbraska. The properties sold between December 2009 and November 2010, The unadijusted sale
prices ranged from $4.500,000 to $18,635.000, with an unadjusted price per unit ranging from $41.006
to $70,841. The average unadjusted price per unit was roughly $59.000.

Atter making adjustments to the sales {or various elements, the adjusted price per unit ranged
from $53.700 1o $63.200, with an average of roughly $57.455. which Nelson rounded to $57.500.
Nelson reconciled the data, stating in his report “only two of the sales indicated adjusted values above
$60.000 per unit, with only one sale below $35,000. This provides strong support tor a value between
$55.000 and $60.000.” At hearing, Nelson noted the sales with the lowest net adjustments were at the
upper end of the indicated price-per-unit range, but the more proxitmate sales were at the lower end of
the range. Nelson indicated he considered both the net adjustments and proximity in his reconciliation.

190 umits X S37.300 per-unit value = $10.925.000 indicated value

Nelson developed the income approach to value by two methods; the gross income multiplier
method {GIM) and the direct capitalization (direct cap) method.

The GIM is a relatvely easy method of analysis. A GIM is obtained by dividing the sale price
of a property by the annual effective gross income at the time of sale. Nelson developed a GIM from
all of the sales he considered in the sales comparison approach, resulting in a GIM range of 5.31 to
8.31. Nelson selected three sales which he believed to have the most similar expense ratios to the

subject. Looking at these three sales, the GIM range tightened from 5.25 to 5.6. Considering this

Lad



range, and also giving most consideration 1o his Sales 6 and 8, Nelson ulumately selected a GIM of
5.75.
GIM 375 X 32,049,037 gross income = $11.781.963 indicated value

Nelson also developed the direct cap method. In short, Nelson determined a loaded

capitalization rate of 12.25%. He determined projected net income of $1,406,585,
Projected net income $1.406,585 7 0.12246 cap rate = $11,486,077 indicated value.

However, Nelson believes this value 1s understated because the personal property has not vet
been deducted. As a check io his calculations, Nelson assumes a value conclusion of $11,700.000. He
then removes personal property, as well as reserves and taxes to conclude a net income of $907,523.
He divides this by his overall capitalization rate (OAR) ot 7.75%. This results in the following
calculation:

Net Income $907,523 /0.0775 OAR =§11,709,975
Nelson considers this analysis as support for his final value estimaite and concludes his income

approach to $11,700,000. Nelson’s final conclusions are as tollows:

Sales Comparison $10.900,000
Income Approach
GIM $11.780.000

[irect Capitahizaoon  $11.700,000

Nelson gave most consideration to the income approach, stating in his report that 1t *“1s the most
important approach in valuing income producing property.” He ultimately determined a total market
value of $11,700.000, which includes land, improvements. and personal property. Excluding personal
property, which he opined as $600.000, his conclusion of the real property value only. as of January 1,
2011, was $11.100.000.

Based on his written report and his testimony, we {ind Nelson to be a credible and

knowledgeable witness.



Pane Anderson a general eertifted real property appraiser with CBRE. Tnc.. West Des Moines.
lowa. completed an uppraisal for the Board ot Review with an effective date of January 1. 2011,
Anderson also testified for the Board of Review reparding his appraisal. Anderson concluded a total
value of $12.500.000, including $200.000 for personal property. 1lis total value opmion of the real
property is $12.300.000.

Anderson developed all three approaches to value.

[n the cost approach, Anderson relied on the Marshall Valuation Service (MVS), published by
Marshall and Swift, LLC. His replacement cost new, including entrepreneurial profit, was
510.868.600. After depreciation, and considering depreciated personal property and land value. his
rounded cost approach value is $12,960.000. We note A nderson considered four land sales and
concluded a land value of $1.240,000 compared 1o the assessed site value of $875.000.

Anderson developed the sales comparison approach to value and considered five improved
apartment sales. Three sales were located in Omaha. Nebraska: one in West Des Maines. Towa: and
one in Cedar Rapids, Towa. With the exception of one property in Omaha. Anderson considered the
same properties used by Nelson,

Aller adjustments for differences, Anderson concluded an indicated value per unit ranging {rom
$57429 10 $69.424. From this, he reconciled a value of $66.00H) per unit. or a wtal value of
$12.340.000.

.

Lasthy. Anderson developed the income approach to value, He considered six com parabic
apartments to estimate the market rents. considered the aperating hislory of the subject property. and
ultimately determined an ¢ffective gross income of $2.060.270. After expenses his net operating
income was $1.464.409. He considered a loaded capitalization rate of $11.75%. which resulted in 4

value indicated by the income approach of $12 .460.000, rounded.
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Anderson s comelusions are as {ollows.

Cost Approach $12.960.000
Sales Comparison $12.540,000
Income Approach $12.460,000

Anderson gives all three approaches consideration in his final value opinion, with primary
emphasis given to the income approach. His final conclusion of value is $12.500,000, which includes
$200.000 in personal property. His opinion of the real property is $12,300.000.

Based on his written report and his testimony, we tind Nelson to be a credible and
knowledgeable witness.

While we lind both appraisers to be credible. we nole essentially two areas of dispute between
their conclusions. specifically noted in the income approach to value. The difference can BE largely
attributed to the rental expense category. The (ollowing chart is a comparison between the (wo

appraisers’ figures and the owners actual 2010. The larger discrepancies highlighted.

| Owner Actuai
Anderson . 2010 Neisan

| Vacancy/l.oss/Credit | 5% 8.00% 8.33%
| Effective Gross i ; ; |
Income. 1 820600707  $1,992.571 ., $2,049.037

Management | 4% 5% Yo
_Advertising Expense |, $57,000 $94,320 |  $110,000° _
|  5250iUnit ~ $250/Unit
| Reserves | er 247,500 . . or $47, SDD
| Total Expenses | 3595, 861_) _____ 3586, 545 $642.452
- Net Operating | - _
income 131464000  $1.406.024  $1.406.000 |

Starting with the vacancy/toss/credit expense. there is a difference of 4.33% between the two
appraisers. We find this difference is based on Nelson including a “loss to lease™ of 3%. At hearing,
Anderson testitied he did not believe a loss to lease was applicable in this instance because loss of

lease 15 based on contract versus market rent. And the subject property was receiving market rents.

* Exhibit 2 which references this income expense comparison chart indicates $1135,505 for Nelsons rental expenses.

However, on the opposing page of 11-8 in his report, we note SEFS 505 13 reported as the daverage tor this category and his
projecion is S 000,

$



T herefore. loss of Tease 15 not applicable i this instance. We agree. Furthermore, we note Nelson
testitied that he “found the subject rents to reflect market rents,” Theretore, we give more reliance to
Anderson’s estimate of vacancy/loss/credit.

If Nelson's loss to lease adjustment is removed. his vacancy/credit consideration is roughly
$130,000, compared to Anderson’s vacancy/credit consideration of roughly $100,000. For a
$12.000,000 property we do not consider this to be a significant difference.

The “advertising expense column on exhibit Z and replicated in the above chart 1s shghtly
misleading. Exhibit 2 indicates Anderson estimated $57.000 for advertising expense that he considers
to typically include “all costs associated with the promotion of the subject ineluding advertisements in
local publications, trade publications, vellow pages™ and so forth.  Exhibit 2 indicates Nelson's
estimate for advertising expense is $110.000; however. his report includes advertising in a larger
“rental expense” category, which also inciudes managers salary, leasing agent salarv. finders fee/credit
reports/furniture, rental incentive, and bonus. He does not break out his own epinion of the
independent advertising expense. Rather than breaking out and attempting to analyze the individual
expense, we choose to ook at the total operating expense estimated by each appraiser. Anderson
cstimated operating expenses at 3395,.861, whereas Nelson estimated operating expenses at $642.452,
Both estimates included reserves for replacements but did not include real estate taxes. In the entirety
ol the expense analyses, there are numerous minor discrepancies that contribute to this roughiy
$45.000 difference.

When presented with more than one appraisal. it 1s typical for this Board to find one more
reliable than another. However, in this instance. despite some differences already noted, we find both
appraisers values overall are reasonable and supported. As such, we give both appraisals equal
consideration. This results in a total indicated value of the subject property. including personal

property ot $12,100,000,



Another significant point of dispute in this appeal is the personal property estimate of
>000.000. Nefson considered an appliance replacement cost ot $2500 per unil [or Kitchen cquipment
tor 190 unns resulting in cost 0f $475.000. He also considered a cost of $1500 per unit for laundry
cquipment. totaling $285,000. Lastly, he added $13,000 for the personal property in the pool and court
equipment. His (otal cost for personal property was $773,000 before depreciation. He estimated the
appliances to be depreciated between 20-25%, or between $155,000 to roughly $194,000. He
cssentially takes the mid-range of this depreciation estimate to conclude a depreciated value of the
personal property of $600.000. This breaks down to roughly $3150 per unit. We consider this to be at
the upper end of the range for an apartment complex of this size,

Anderson csitmated $247.000 for the personal property, or roughly $1300 per unit before
depreciation. After depreciation, he estimated a cost per unit of $1053. His report does not directiv
specify whether he considered the pool or clubhouse equipment, although his testimony indicated it
was included. During his testimony Anderson indicated he considered personal property to he
equipment that would normally be removed such as a refrigerator or washer and drver. He does not
cansider personal property things that an owner would tvpically not remove due 1o being built in such
as an oven, butlt-in microwave. or dishwasher. Essentially. he categorizes these items the same as he
would a furnace or central air. as lixtures. Therefore he doesn’t consider it personal property. He s
constdermg the refrigerator, washer/drver. and afl miscellaneous cquipment such items needed for the
pool deck. Additionally, he states the manager told him that the cost of replacement for personal
property was 31220 per unit. which he took into consideration within his analysis. When questioned if
he telt this esimate was {ow, he indicated he did not believe so given the advantages of buving in bulk.
While this explains why his estimates are lower than Nelson's. we believe these estimates would set
the lower end of the reasonable range. Therelore, we consider the mid-range. or $400.000. of Nelson

and Anderson’s personal property estimates to be the most reasonable.



Because both appraisals are credible and because we 1ind the personal property estimates to
represent the high and low end of reasonable, we find the total value lor the real property of the subject
1o be $11,700,000,

Based on the foregoing. we find sufficient evidence has been provided to demonstrate the
subject property is over-assessed.

Conclusions of Law

The Appeal Board applied the following law,

The Appeat Board has jurisdiction of this matter under lowa Code sections 421.1 A and
441.37A(2011). This Board 1s an agency and the provisions of the Administrative Procedure Act
apply to it. lowa Code § 17A.2(1). This appeal is a contested case. § 431.37A(1)}b). The Appeal
Board determines anew all questions arising before the Board of Review related to the liability of the
property to assessment or the assessed amount. § 441.37A(3)(a). The Appeal Board considers only
those grounds presented to or considered by the Board of Review, § 441.37A(1)(bh). But new or
additional evidence mayv be introduced. fd. The Appeal Board considers the record as a whoele and all
of the evidence regardless of who introduced it. § 441 37A(3Xa); see also Hv-vee, e v Emplovment
Appeal Bd . TTON W .2d 1, 3 {lowa 2005). There is no presumption that the assessed value is correct.

S 441.37A(3)a).

a

In [owa. property 1s to be valued at 1ts actual value., Towa Code § H41.21(1)a). Actual value is
the property’s fair and reasonable market value. Jd. “Market value™ essentially is detined as the value
gstablished 1n an arm’s-length sale of the property. § 441.21(1}b). Sale prices of the property or
comparable properties in normal transactions are to be considered 1n arriving at market value. fd. It
sales are notl available, “other tactors” may be considered in arriving at market value. § 441.21(2).
The assessed value of the property “shall be one hundred percent of its actual value.™ § 441 21(1 Xa).

[n an appeal that alleges the property 1s assessed for more than the value authorized by law

under lowa Code section 441.37(1)(b). thcre must be evidence that the assessment 1s excessive and the
9



correct value of the property. Boekcloo v, Bd. of Review of the Ciny of Clinton, 529 N.W.2d 275. 277
(lowa 1995). Both partics provided a complete appraisal of the subject property. Although there are
some discrepancies between the two reports. ultimately we find them both to be credible and reliable
and give them equal consideration.
We find the preponderance of the evidence supporis River Park’s claims of over-assessment.
THE APPEAL BOARD ORDERS the assessment of River Park, LLC’s property located at 103
S 38th Street, Council Blutfs, {owa, be modified to a total value ot $11,700,000, as of January 1, 2011.
The Secretary of the State of lowa Property Assessment Appeal Board shall mail a copy
of this Order to the Pottawaitamie County Auditor and all tax records, assessment books and

other records pertaining to the assessments referenced herein on the subject parcels shall be

corrected accordingly.

S 2
Dated this /7 day of W 2012
%@.@zﬂw

Karen Oberman, Presiding Officer

E#/?

RthdI‘d Stradiey, Board (,halr\”x

’//j ﬁ O L
J‘]Léu é;;i Rypma. Board Member
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Ce:

Deborah AL Davis

Strategic Tax Services, Tnc.

1440 N Lake Shore, Suite 11E

Chicago, Ilhnois. 60610
REPRESENTATIVE FOR APPELLANT

Leanne A. Gifford

Assistant Pottwattamie County Attorney
227 South Sixth Street, 5th Floor
Council Blufts, Jowa 51501
ATIORNLEY FOR APPELLEE

Marilyn Jo Drake

227 South Sixth Street
Council Blutfs, l[owa 51301
AUTNTOR

Cemnhicate of Service
The undersigned certifies that the foregoing instrument wis
served upon all partics to the above cause & to cach of the
attorney(s} of record herein at their rcﬁ]::nf:cti%* addresses :
C2012
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B2 TS Mail FAX

d : Orvcermizht Coarier
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